Introduction
This chapter explores three areas. First, we examine the broad European policy response to expanding financial exclusion on Chapter 6 and also discuss the implications for banks. Second, we discuss the kinds of strategies that banks have and might develop in this evolving scenario. Finally, we focus on how economic theory may be able to help explain why financial exclusion occurs and in doing so as to provide some practical insight into how the banking system ('bank strategies') might be developed to combat exclusion.
Market context and European policy responses
Financial exclusion is now a major issue in the EU and in several national member states. It is also evident that financial exclusion appears to be exacerbated by the forces and 'strategic mindset' of financial services firms that are incentivised and facilitated via deregulation. Whilst the economic benefits of liberalisation and greater competition continue to be sought, the free market unaided does not appear capable of solving the financial exclusion problem.
Other kinds of regulatory interference can exacerbate the problem. A good example is money laundering rules (initiated by Basle), which have had the unintended side-effect of making it more difficult for financially excluded groups to access basic financial services. The apparent inexorable withdrawal of the state from social security provision (like pensions) also exacerbates the problem and makes a private sector 'solution' more pressing. At the same time, Governments converting welfare payments into electronic format have accelerated some moves to widen financial inclusion.
All of this adds up to a rather complicated scenario. What seems to be evident is that the private sector solutions alone cannot (will not) solve this problem. Deregulation and other market trends have increased the imperative for financial sector firms to target shareholder value, risk-based pricing, economic capital and overall greater efficiency, both productive (cost/income) and capital allocation (risk and return) efficiencies. Paradoxically in the present context, the new Basel 2 rules for capital adequacy regulation will intensify these trends.
These free market desiderata can produce many desirable 'economic goods'. A higher output of financial services, products tailored more closely to demand, higher rates of innovation, greater bank efficiency, lower prices and improved service quality, to name but a few of the targeted benefits. The overall 'economic good' at a macro level is that the economy is enabled to operate at higher investment levels and on investment schedules that carry higher risk (but better managed and hedged via a more efficient financial services sector). This is the economic model that is actively pursued in Europe via liberalisation, deregulation and globalisation of financial services sectors. Within this process many dimensions of financial inclusion have widened.
Nevertheless, the 'value model' pursued by financial sector firms increasingly emphasises the 'standard customer', the more profitable customer segments. Marginal customers may become ever more excluded. For example, as financial services firms 'desert' particular geographical localities and customer segments, information for assessing respective risks is reduced; asymmetric information problems worsen. Concomitantly, the 'risk pools' for such marginalised groups may also reduce for individual financial services firms; risk becomes less predictable and less amenable to risk pooling. This is the contemporary and developing scenario that governments face. In one important respect, US experiences (and to a lesser extent, UK) are especially germane to Europe. The US system is in many respects the 'pacemaker', the 'innovation engine', of the development of financial services. On the one hand, financial services are produced more efficiently than in many other countries and are particularly responsive to the 'shareholder model', the free market. On the other hand, this kind of model by itself appears to have the most negative impact on social and financial exclusion.
The same appears true in the UK. Both the US and UK financial sectors are probably the most deregulated and market-orientated in the
